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SECTION B
NATURAL GAS

I.  INTRODUCTION

Natural  gas currently plays an Important role in domestic energy
markets for two reasons.    First, natural   gas currently provides
a quarter of total U.S. energy supply.    Second, natural  gas can,
as a technical matter, easily displace imported oil   in large
portions of the industrial and electric utility sectors.    In the
future, large uncertainties exist about the size of contribution
of natural  gas to total  U.S. energy needs.    Estimates range, from
22 to 24 percent in 1985 and from 15 to 20 percent in 2000,-'

Historically, the government has regulated large portions of the
natural gas industry.    Wellhead prices of natural gas  in the inter-
state market have been regulated since 1954, and in the intrastate
market since 1978.    The Federal Energy Regulatory Commission (FERC)
regulates interstate natural  gas pipelines while state governments
regulate local distribution companies and intrastate pipelines.
The Natural Gas Policy Act (NGPA) of 1978 provides for the dereg-
ulation of wellhead gas prices for new natural gas by 1985.    However,
the transportation and distribution of natural  gas will  continue
to be regulated because the government has granted a monopoly to
the providers of these services.    This regulation has an important
effect on the incentives to conserve natural  gas.

The United States is unusual  in the extent to which it uses
natural  gas.    Whereas gas production is only one-fourth the oil
production on a Btu basis in the rest of the world, it  is  roughly
equal to the oil  production 1n the U.S.    Geology does not account
for the differences between the U.S, and the rest of the world.
Because of its vast potential, gas could play a strategic role in
reducing demand for OPEC oil worldwide.

II.  GOVERNMENT OBJECTIVES

A. OIL IMPORT REDUCTION

Because natural gas can substitute for imported oil in a wide
variety of end use sectors, natural gas policy can have a major
effect on the U.S. demand for imported oil. First, to encourage
oil import reduction, the U.S. should encourage the production
of gas which is economic at world oil prices. Two principles
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B-lsuch a decision must be coordinated with other agencies.
